s 

352.379 

L72MLOA 

1999 


'Srm  DOCUMFHTS  COLLECTION 

JAf'i  <:.  3  2004 

MONTANA  STATE  i.lbRApv 
3  53  5  r    e!,--  AVP 


Prepared  Under  Contract  With: 
MONTANA  LEGISLATIVE  BRANCH,  AUDIT  DIVISION 

PO  Box  201705,  Helena,  MT    59620-1705 


3  0864  1002  4589  6 


FINANCIAL  STATEMENTS  AND 
INDEPENDENT  AUDITORS'  REPORT 


MONTANA  STATE  LOTTERY 
JUNE  30,  1999  and  1998 


GALUSHA 

HIGGINS^ 

GALUSFW 


P.O.  Box  1699 

Helena,  Montana    59624-1699 

(406)  442-5520 

FAX  (406)  443-1017 


P  A  T  T  TQT4  A  m  NUsI  chance  Culch,  Helena.  MT  59601 

Ll/\L.Uijrl/\  PQBox  1699, Helena, MT  59624 

HIPP  INS  X-^ 

J-l  H  y  TQjj(7(5''^  Phone  (406)  442-5520 

LjALUoriyT  Fax  (406)443-1017 

www.ghg-cpa.com 

August  27,  1999  File:     41.9262 

6/30/99 


To  the  Commissioners 
Montana  State  Lottery 
Helena,  Montana 


In  planning  and  performing  our  audit  of  the  general  purpose  financial  statements  of  the 
Montana  State  Lottery,  for  the  year  ended  June  30,  1999,  we  considered  its  internal 
control  in  order  to  determine  our  auditing  procedures  for  the  purpose  of  expressing  our 
opinion  on  the  general  purpose  financial  statements  and  not  to  provide  assurance  on  the 
internal  control.   However,  we  noted  certain  matters  involving  the  internal  control  and  its 
operation  that  we  consider  to  be  reportable  conditions  under  standards  established  by  the 
American  Institute  of  Certified  Public  Accountants.   Reportable  conditions  involve  matters 
coming  to  our  attention  relating  to  significant  deficiencies  in  the  design  or  operation  of 
internal  control  that,  in  our  judgment,  could  adversely  affect  the  Montana  State  Lottery's 
ability  to  record,  process,  summarize,  and  report  financial  data  consistent  with  the 
assertions  of  management  in  the  general  purpose  financial  statements. 

1)        SUPPLIES  INVENTORY 

CONDITION: 

We  did  not  observe  the  physical  count  of  this  inventory  due  to  the  insignificance  of 
its  balance  in  relation  to  the  financial  statements  taken  as  a  whole.  We  did, 
however,  perform  test  counts  on  several  items  at  the  time  of  field  work.  These  test 
counts  varied  from  our  projected  balance.  Based  on  our  test  counts,  we  projected 
that  the  supplies  inventory  is  approximately  $5,000  overstated.  This  amount  was 
well  below  our  materiality  level,  therefore  we  did  not  adjust  the  balance. 

We  also  noted  two  premium  authorization  forms  without  authorized  signatures. 

CAUSE: 

Lack  of  proper  controls  over  supplies  inventory. 
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EFFECT  OF  CONDITION: 

Inventory  balance  is  not  correctly  stated,  and  inventory  distributions  are  not  always 
authorized. 

RECOMMENDATION: 

Premium  authorization  forms  should  be  signed  for  all  supplies  inventory 
distributions. 

LOTTERY  RESPONSE: 

The  Lottery  considers  the  inventory  count  at  fiscal  year  end  to  have  been 
completed  accurately  and  the  amount  of  supplies  inventory  at  June  30,  1999  to  be 
correct.  The  Lottery  believes  that  the  discrepancies  in  test  counts  completed  by  the 
auditors  are  due  to  the  fact  that  premium  authorization  forms  are  not  alv^ays 
completed  for  every  distribution.  The  Lottery  agrees  with  the  recommendation  to 
require  premium  authorization  forms  to  be  completed  and  signed  for  each 
distribution  of  premiums/supplies  inventory. 


2)        SYSTEM  PACK  CHANGES 

CONDITION: 

During  our  testing  of  accounts  receivable,  it  was  noted  that  several  packs  of  scratch 
tickets  had  been  placed  in  active  status  by  two  different  retailers. 

CAUSE: 

Upon  further  investigation,  it  was  determined  that  several  lottery  employees  have 
the  ability  to  change  the  status  of  a  pack  at  any  time. 

EFFECT  OF  CONDITION: 

Revenues  were  overstated  and  customer  accounts  were  inaccurate.  This  condition 
was  corrected  by  the  controller  on  a  timely  basis;  however,  the  potential  for  this 
incident  to  reoccur  still  exists. 
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RECOMMENDATION: 

Procedures  should  be  implemented  which  require  packs  to  be  deactivated  before 
they  can  be  reactivated  for  another  retailer. 

LOTTERY  RESPONSE: 

The  Lottery  agrees  that  the  current  system  allows  inappropriate  instant  ticket  pack 
status  changes  to  occur.  One  example  is  that  the  system  allows  the  same  pack  of 
tickets  to  be  activated  twice.  The  system  should  not  allow  a  pack  of  tickets  to  be 
activated  more  than  once.  These  changes  can  only  be  made  by  users  with  access 
to  inventory  management.  This  includes  security,  warehouse  and  super-users. 
The  Lottery  is  working  toward  implementing  the  deactivation  of  packs  by  the 
system.  This  would  allow  a  pack  of  tickets  to  be  properly  deactivated  from  one 
retailer,  removed  and  properly  activated  by  another  retailer  so  the  tickets  may  be 
sold.  The  Lottery  is  also  planning  on  updating  the  security  grid  so  that  only  valid 
pack  changes  are  allowed  by  the  system. 


This  report  is  intended  solely  for  the  information  and  use  of  the  commissioners  of  the 
Montana  State  Lottery  and  management,  and  is  not  intended  to  be  and  should  not  be 
used  by  anyone  other  than  these  specified  parties. 
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November  1999 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Enclosed  is  the  report  on  the  financial  compliance  audit  of  the  Montana  State  Lottery 
for  the  fiscal  year  ended  June  30,  1999. 

The  audit  was  conducted  by  Galusha,  Higgins,  and  Galusha,  PC,  under  contract 
between  the  firm  and  our  office.  This  rq>ort  contains  no  recommendations. 

Respectfully  submitted. 
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INTRODUCTION  AND  BACKGROUND 

JUNE  30,  1999 


INTRODUCTION 

The  purpose  of  our  contract  with  the  State  of  Montana  and  Montana  State  Lottery  was  to  conduct 
a  financial-compiiance  audit  of  the  Montana  State  Lottery's  financial  statements  and  issue  an 
opinion  on  such.  The  scope  of  our  services  is  defined  in  our  contract  with  the  Office  of  the 
Legislative  Auditor,  dated  May  19,  1999,  and  as  supplemented  by  certain  requirements  included 
in  the  bidder  information. 

As  a  result  of  our  audit,  we  have  also  issued  a  report  on  compliance  and  on  internal  control 
structure  over  financial  reporting  based  on  our  audit  of  the  financial  statements  performed  in 
accordance  with  Government  Auditing  Standan:ls. 


BACKGROUND 

The  Montana  State  Lottery  was  created  in  November  1986  by  a  referendum  vote  of  the  people  of 
Montana.  The  "Montana  State  Lottery  Act  of  1985"  appears  as  Chapter  669  of  the  Montana 
Session  Laws  and  Title  23,  Chapter  7,  of  the  Montana  Code  Annotated.  The  general  purpose  is 
to  allow  lottery  games  in  which  players  purchase  from  the  State,  through  the  administration  of  the 
Montana  State  Lottery,  a  chance  to  win  a  prize.  Disposition  of  revenue  is  a  minimum  of  45 
percent  for  prizes  and  a  maximum  of  10  percent  for  commission  to  sales  agents.  The  Montana 
State  Lottery  is  required  to  transfer  its  net  revenue  to  the  Montana  State  General  Fund. 
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INDEPENDENT  AUDITORS'  REPORT 

August  27,  1999 

To  the  Commissioners 
Montana  State  Lottery 
Helena,  Montana 

We  have  audited  the  accompanying  financial  statements  of  Montana  State  Lottery  (Lottery),  an 
enterprise  fund  of  the  State  of  Montana,  as  of  and  for  the  year  ended  June  30,  1999,  as  listed  in 
the  table  of  contents.  These  financial  statements  are  the  responsibility  of  the  Lottery's 
management.  Our  responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on 
our  audit.  The  financial  statements  of  the  Lottery  as  of  June  30,  1998  were  audited  by  other 
auditors  whose  report  dated  September  3,  1998  expressed  an  unqualified  opinion  on  those 
statements. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards  and  the 
standards  applicable  to  financial  audits  contained  in  Government  Auditing  Standards,  issued  by 
the  Comptroller  General  of  the  United  States.  Those  standards  require  that  we  plan  and  perform 
the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  statements  are  free  of 
material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the 
amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing  the  overall 
financial  statement  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

As  discussed  in  Note  A,  the  financial  statements  present  only  the  Montana  State  Lottery  and  are 
not  intended  to  present  the  financial  position  of  the  State  of  Montana  and  the  results  of  its 
operations  and  cash  flows  of  its  proprietary  fund  types  and  non-expendable  trust  funds  in 
conformity  with  generally  accepted  accounting  principles. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects, 
the  financial  position  of  Montana  State  Lottery,  an  enterprise  fund  of  the  State  of  Montana,  as  of 
June  30,  1999,  and  the  results  of  its  operations  and  its  cash  flows  for  the  year  then  ended  in 
conformity  with  generally  accepted  accounting  principles. 

As  discussed  in  Note  P  to  the  financial  statements,  the  Lottery  was  required  to  change  it's  fixed 
asset  capitalization  policy  from  $1,000  to  $5,000  by  the  State  of  Montana  during  the  fiscal  year 
ended  June  30,  1998. 

In  accordance  with  Government  Auditing  Standards,  we  have  also  issued  a  report  dated 
August  27,  1999  on  our  consideration  of  the  State  of  Montana's  internal  control  over  financial 
reporting  as  its  relates  to  the  Montana  State  Lottery  and  our  tests  of  its  compliance  with  certain 
provisions  of  laws,  regulations,  contracts  and  grants. 


/ 

GALUSHA,  HIGGINS  AND  GALUSHA,  PC 
Certified  Public  Accountants 
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MONTANA  STATE  LOTTERY 

BALANCE  SHEETS 

JUNE  30, 


ASSETS 
CURRENT  ASSETS 

Cash  and  cash  equivalents 

Accounts  receivable,  less  allowance  for  doubtful 

receivables  of  $-0-  in  1999  and  $2,445  in  1998 
Due  from  other  funds 
Inventory 

Cash  collateral  -  security  lending  transactions 
Other  current  assets 

Total  current  assets 

PROPERTY,  PLANT  AND  EQUIPMENT 
Furniture,  fixtures  and  equipment 
Accumulated  depreciation 


INTANGIBLE  ASSETS 

Software,  net  of  accumulated  amortization 
Other  intangibles 


1999 


1998 


OTHER  ASSETS 

Long-term  receivable 


LIABILITIES  AND  FUND  EQUITY 
CURRENT  LIABILITIES 
Accounts  payable 
Estimated  prize  liability 
Transfer  obligations  to  general  fund 
Liability  under  security  lending  transactions 
Due  to  other  state  agencies 
Other  current  liabilities 
CuR-ent  portion  of  long  term  debt 
Total  current  liabilities 

LONG-TERM  LIABILITIES 
MUSL  prize  liability 
Note  payable 
Accrued  compensated  absences 


FUND  EQUITY 
Retained  earnings 
Contributed  capital 


3,056,419 

2,945,221 

1,751,681 

4,326 

744,266 

161,905 

33,669 

5,752,266 

950,975 

16,649 

314,447 

194,340 

47.492 

4,469,124 

4,432,032 

(577,547) 

3,854,485 

567,125 
(395,821) 
171,304 

1,108,929 

5,985 

1,114,914 

13.246 
13,246 

2.014.421 
12.736,086 

1.880,647 
6,534.321 

778,400 

1,527,180 

2,842,718 

161,906 

80,754 

74,671 

905.482 

257,704 
1,447,023 
2,259,184 

194,340 
61,681 

142,425 

6,371,111 

4,362,357 

1,830,143 

4,119,829 

177,320 

6.127.292 

12.498,403 

1,755,908 

178,373 
1.934.281 
6,296,638 

-0- 

237,683. 

12.736.086 

-0- 

237.683 

6.534.321 

The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 


MONTANA  STATE  LOTTERY 

STATEMENTS  OF  REVENUES,  EXPENSES  AND  CHANGES  IN  RETAINED  EARNINGS 

YEAR  ENDED  JUNE  30, 


OPERATING  REVENUES 
Instant  ticket  games 
On-line  games 
Miscellaneous 

Total  operating  revenues 

COST  OF  TICKET  REVENUES 
instant  ticket  prize  expense 
On-line  ticket  prize  expense 
Retailer  commission 
On-line  vendor  fees 
Cost  of  tickets  sold 

Total  cost  of  ticket  revenues 
Net  operating  revenues 

OPERATING  EXPENSES 

Advertising 

Other  communications 

Advertising  production 

Audit  fees 

Other  contractual  services 

Depreciation  and  amortization 

Management  fees 

Multi-state  operating  fees 

Other 

Personal  services 

Repairs  and  maintenance 

Supplies  and  materials 

Utilities  and  rent 

Travel 

Total  operating  expenses 
OPERATING  INCOME 


1999  1998 


7,314,666 

7,747,761 

22,677,234 

22,027,399 

83,744 

86,329 

30,075,644 

29,861,489 

4,063,088 

4,628,726 

10,987,388 

10,610,680 

1,684,852 

1,731,700 

2,708,662 

2,769,047 

571,254 

627.641 

20,015.244 

20,367,794 

10,060,400 

9,493,695 

544,162 

640,454 

138,693 

137,796 

134,221 

131,433 

42,843 

35,354 

216,088 

166,715 

231,640 

58,939 

119,569 

117,119 

84,284 

101,277 

68,518 

45,248 

1,240,582 

1,290,089 

55,396 

50,067 

132,884 

161,110 

95,844 

95,186 

31,910 

25.795 

3,136,634 

3.056,582 

6,923,766 

6,437,113 

The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 


MONTANA  STATE  LOTTERY 

STATEMENTS  OF  REVENUES,  EXPENSES  AND  CHANGES  IN  RETAINED  EARNINGS 

YEAR  ENDED  JUNE  30, 

(Continued) 


1999  1998 


NON-OPERATING  REVENUES  (EXPENSES) 

Interest  income 

Interest  expense 

Security  lending  income 

Security  lending  costs 

Gain  on  disposal  of  fixed  assets 

Total  non-operating  revenues  (expenses) 
INCOME  BEFORE  OPERATING  TRANSFERS 

OPERATING  TRANSFERS  OUT 
General  fund 

Study  of  the  Socioeconomic  Impacts  of  Gambling  Fund 
Total  operating  transfers  out 
INCOME  BEFORE  CUMULATIVE  AFFECT  OF 
A  CHANGE  IN  ACCOUNTING  PRINCIPLE 
AND  EXTRAORDINARY  ITEM 

CUMULATIVE  EFFECT  ON  PRIOR  YEARS 
OF  ACCOUNT  CHANGE 

EXTRAORDINARY  ITEM 

NET  INCOME  (LOSS) 

Retained  earnings,  beginning  of  year 

Retained  earnings,  end  of  year 


299,653 

(46,456) 

10,804 

(10,295) 

163 

250,986 

6,125 
(5,975) 

253.869 

7,177,635 

251.136 
6,688,249 

6,780,404 

47.231 

6.827.635 

6,569,565 

52,708 

6.622,273 

350,000 

65,976 

(65,976) 

(350.000) 

-0- 

-0- 

;:0- 

-0- 

The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 


MONTANA  STATE  LOTTERY 

STATEMENTS  OF  CASH  FLOWS 

YEAR  ENDED  JUNE  30, 


29,214,591 
(6,800,502) 
(1,246,535) 

(14,970.318) 
6,197,236 


(6,196,870) 
(47,231) 


29,842,806 

(6,835,260) 

(1,316,287) 

(15,088.900) 

6,602,359 


(6,051,756) 
(52.708) 


(6,244,101)        (6,104,464) 


(36,640) 


CASH  FLOWS  FROM  OPERATING  ACTIVITIES 
Cash  received  from  sales 
Cash  paid  to  suppliers  for  goods  and  services 
Cash  paid  to  employees 
Cash  paid  for  prizes 

Net  cash  provided  by  operating  activities 

CASH  FLOWS  FROM  NON-CAPITAL  FINANCING  ACTIVITIES 
Operating  transfers  out: 
General  fund 

Study  of  Socioeconomic  Impact  of  Gambling  Fund 
Net  cash  used  by  non-capital  financing  activities 

CASH  FLOWS  FROM  CAPITAL  AND  RELATED  FINANCING  ACTIVITIES 
Purchase  of  fixed  assets 
Proceeds  from  sale  of  fixed  assets 

Net  cash  provided  (used)  by  capital  and  related  financing  activities 

CASH  FLOWS  FROM  INVESTING  ACTIVITIES 
Interest  income 
Security  lending  income 
Security  lending  costs 

Net  cash  provided  by  investing  activities 

NET  INCREASE  IN  CASH  AND  CASH  EQUIVALENTS 

Cash  and  cash  equivalents,  beginning  of  year 
Cash  and  cash  equivalents,  end  of  year 

RECONCILIATION  OF  OPERATING  INCOME  TO  NET  CASH 
PROVIDED  BY  OPERATING  ACTIVITIES 
Operating  income 

Adjustments  to  reconcile  operating  income  to  net  cash 
provided  by  operating  activities: 
Depreciation 
Extraordinary  loss 
Changes  in  assets  and  liabilities: 
Increase  in  accounts  receivable 
Decrease  in  due  from  other  state  agencies 
(Increase)  decrease  in  inventory 
(Increase)  decrease  in  other  current  assets 
Increase  in  long-term  receivable 
Interest  receivable  included  in  long-term  receivable 
Decrease  in  other  intangible  assets 
Increase  (decrease)  in  accounts  payable 
Interest  expense  included  in  accounts  payable 
Increase  in  lottery  prizes  payable 
Increase  (decrease)  in  other  current  liabilities 
Increase  in  due  to  other  state  agencies 
Increase  (decrease)  in  compensated  absences  payable 
Net  cash  provided  by  operating  activities 

Non  cash  transactions  from  capital  and  related  financing  activities  in  1999  consist  of  financing  the  cost  of 
computer  equipment  and  software  through  a  long  term  note  payable  of  $5,025,311  to  Norwest  Investment 
Services,  Inc.  There  were  no  such  activities  in  1998. 


1,724 

(36,640) 

155,830 

250,986 

10,804 

6,125 

(10,295) 

(5.975) 

156.339 

251,136 

111,198 

712,391 

2,945,221 

2,232.830 

3,056,419 

.2J45221 

6,923,766 

6,437,113 

231 ,640 

58,939 

(350,000) 

(800,706) 

(28,871) 

12,323 

(429,819) 

187,017 

13,823 

(185,815) 

(133,774) 

(34,631) 

143,824 

7,261 

520,696 

(125,113) 

(46,456) 

154,392 

134,030 

(67,754) 

130,520 

19,073 

(1,053) 

29,170 

6.197.236 

6,602,359 

The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 


MONTANA  STATE  LOTTERY 
JUNE  30,  1999  and  1998 

NOTES  TO  THE  FINANCIAL  STATEMENTS 


NOTE  A  -  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Organization  -  The  Montana  State  Lottery  (hereafter  referred  to  as  the  Lottery)  was 
created  in  November  1986  by  a  referendum  vote  of  the  people  of  Montana. 
Section  23-7-101,  Montana  Code  Annotated  (MCA)  establishes  the  provision  of  the 
code  under  which  the  Lottery  operates.  The  Lottery  is  operated  by  a  five-member 
commission  consisting  of  Montana  residents  appointed  by  the  Governor.  The 
Commission,  by  law,  has  the  power  to  operate  a  state  lottery,  determine  the  type  and 
forms  of  lottery  games,  set  ticket  prices,  determine  the  number  and  size  of  prizes, 
conduct  lottery  drawings,  enter  into  agreements  to  offer  lottery  games  with  other 
states,  and  prepare  financial  reports.  The  Lottery  is  attached  to  the  Montana 
Department  of  Commerce  for  administrative  purposes. 

Disposition  of  revenue  is  a  minimum  of  45  percent  for  prizes  and  a  maximum  of  10 
percent  for  commission  to  sales  agents.  The  remaining  revenue,  less  operating 
expenses,  is  transferred  to  the  Montana  State  General  Fund.  Section  23-7-401(5), 
MCA,  states  that  for  the  purposes  of  funding  a  study  of  the  socioeconomic  impacts  of 
gambling,  $100,000  of  Lottery  net  revenue  may  be  appropriated  during  the  biennium 
ending  June  30,  1999.  $47,231  and  $52,708  of  net  revenue  was  utilized  to  fund  the 
study  during  fiscal  years  1999  and  1998,  respectively,  and  is  reflected  in  the  financial 
statements  as  an  operating  transfer  out. 

Reporting  Entity  -  The  Lottery  is  included  in  the  State  of  Montana's  financial  statements 
as  an  enterprise  fund.  In  accordance  with  governmental  accounting  and  financial 
reporting  standards,  there  are  no  component  units  to  be  included  within  the  Lottery's 
financial  statements  as  a  reporting  agency. 

Basis  of  Accounting  -  The  Lottery  utilizes  the  accrual  basis  of  accounting  and  is 
classified  as  an  enterprise  fund  of  the  governmental  proprietary  fund  type.  Enterprise 
funds  account  for  operations  similar  to  private  business  enterprises  where  the  intent  of 
the  Legislature  is  that  costs  are  to  be  financed  or  recovered  primarily  through  user 
charges,  or  where  the  Legislature  has  decided  that  periodic  determination  of  revenue 
earned,  expenses  incurred  or  net  income  is  appropriate. 

Revenue  Recognition  -  Sales  of  instant  lottery  tickets  are  made  to  licensed  retailers 
who  market  the  tickets  to  the  public  on  a  commission  basis.  Revenue  is  recognized 
when  tickets  are  activated  by  retailers.  Tickets  activated,  but  not  sold  by  retailers,  may 
be  returned  for  credit.  Sales  are  reduced  for  estimated  ticket  returns. 

Sales  of  on-line  lottery  tickets  are  made  to  licensed  retailers  who  market  the  tickets 
through  the  use  of  computerized  terminals  on  a  commission  basis.  Revenue  is 
recognized  on  drawing  dates.  Tickets  sold  in  advance  of  future  drawing  dates  are 
recorded  as  deferred  revenue  until  the  ticket  becomes  valid  for  a  drawing. 


MONTANA  STATE  LOTTERY 
JUNE  30,  1999  and  1998 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

(Continued) 

NOTE  A  -  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES  (Continued) 

Cash  and  Cash  Equivalents  -  Cash  and  cash  equivalents  consist  of  interest-bearing 
deposits  with  the  Montana  Board  of  investments  short-term  investments  pool,  cash 
deposited  with  banks  and  cash  on  deposit  with  the  Montana  State  Treasurer  that  is 
part  of  the  State's  pooled  cash  and  is  not  separately  identifiable  as  to  specific  types  of 
securities.  These  funds  are  highly  liquid  and  may  be  drawn  on  daily. 

Inventory  -  Inventories  consist  of  ticket  and  supplies.  Ticket  inventory  includes  instant 
lottery  tickets  that  are  carried  at  cost  using  the  specific  identification  method.  Tickets 
are  charged  to  cost  of  sales  when  activated. 

Unsold  tickets  are  charged  to  cost  of  sales  upon  the  end  or  cancellation  of  the  related 
game.  Supply  inventory  is  carried  at  cost  and  expensed  as  used. 

Prizes  -  Prize  expense  is  recognized  based  on  a  predetermined  prize  structure  for 
each  instant  ticket  and  on-line  game.  Free  tickets  are  recorded  as  a  reduction  in 
revenue  and  not  as  prize  expense. 

intangible  Assets  -  Intangible  assets  consists  of  the  following; 

Software  represents  the  amortized  cost  of  software  purchased  in  1999.  This  software 
had  an  original  cost  of  $1,150,000  and  is  being  amortized  over  seven  years. 

Other  intangibles  represents  the  per  ticket  cost  paid  to  Autotote  Lottery  Corporation  for 
advance  on-line  ticket  sales.  These  ticket  sales,  also  referred  to  as  deferred  revenue, 
represent  tickets  sold  prior  to  June  30,  1999  and  1998  for  drawings  held  subsequent  to 
year-end. 

Fixed  Assets  -  Fixed  assets  are  recorded  at  cost.  Donated  fixed  assets  are  recorded 
at  their  estimated  fair  market  value  at  the  date  of  donation.  Ordinary  maintenance  and 
repairs  are  charged  to  operations  as  incurred;  major  renewals  and  betterments  are 
capitalized.  Upon  disposition  or  retirement  of  fixed  assets,  the  cost  and  related 
accumulated  depreciation  or  amortization  is  removed  from  the  accounts.  Gain  or  loss 
on  disposal  is  reflected  in  nonoperating  revenues  and  expenses.  Depreciation  and 
amortization  are  calculated  on  a  straight-line  basis  over  estimated  useful  lives  of  two  to 
ten  years. 

Contributed  Capital  -  Contributed  capital  represents  equity  acquired  through 
contributions  from  vendors  and  the  State  of  Montana. 

Compensated  Absences  -  State  employees  earn  vacation  leave  ranging  from  fifteen  to 
twenty-four  days  per  year  based  on  years  of  service.  Vacation  leave  may  be 
accumulated  to  a  total  not  to  exceed  twice  the  maximum  number  of  days  earned 
annually.  Sick  leave  accumulates  at  a  rate  of  twelve  days  per  year  with  no  maximum 
accumulation.  Upon  retirement  or  termination,  an  employee  is  paid  for  100  percent  of 
unused  vacation  leave  and  25  percent  of  unused  sick  leave. 
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MONTANA  STATE  LOTTERY 
JUNE  30,  1999  and  1998 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

(Continued) 

NOTE  A  -  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES  (Continued) 

Reclassifications  -  Certain  reclassifications  have  been  made  to  the  1998  financial 
statements  in  order  to  conform  to  the  1999  presentation. 

NOTE  B  -  CASH  AND  CASH  EQUIVALENTS 

Cash  and  cash  equivalents  consist  of  the  following: 


June  30, 


1999 


Short-term  investment  pool 
Cash  on  deposit  with  State  Treasurer 
Cash  in  revolving  deposit  account 
Petty  cash 


$3,028,189 

18,080 

10,000 

150 

$3,056,419 


1998 


$2,901,850 

33,221 

10,000 

150 

$2,945,221 


The  Montana  State  Lottery  participates  in  the  Montana  Board  of  Investments  Short 
Term  Investment  Pool  (STIP).  STIP  balances  are  highly  liquid  investments  with 
maturities  of  397  days  or  less.  There  are  no  legal  risks  that  the  Board  of  Investments 
is  aware  of  regarding  any  STIP  investments.  The  bank  balance  of  the  revolving 
deposit  account  was  $11,478  and  $15,663  at  June  30,  1999  and  1998,  respectively, 
and  was  covered  by  federal  depository  insurance.  The  carrying  amount  reported  in  the 
balance  sheet  for  cash  and  cash  equivalents  approximates  the  fair  market  value. 

NOTE  C  -  OTHER  CURRENT  ASSETS 

Other  current  assets  consist  of  the  following: 


Prepaid  expenses 
Employee  travel  advances 


June  30, 


1999 
$27,945 

5,724 
$33,669 


1998 


NOTE  D  -  FIXED  ASSETS 


A  summary  of  changes  in  fixed  assets  for  the  Montana  Lottery  for  the  year  ended 
June  30,  1999  is  as  follows: 


Equipment 
Accumulated  depreciation 


Balance 

6/30/98       Additions 
$567,125    $3,875,311 


Balance 
Deletions  6/30/99 
$10,404       $4,432,032 


$395.821     $    190,569       $  8,843 


577,547 
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MONTANA  STATE  LOTTERY 
JUNE  30,  1999  and  1998 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

(Continued) 


NOTE  E  -  MULTI-STATE  LOTTERY  ASSOCIATION 

Joint  Venture  Association  -  In  November  1989,  the  Montana  State  Lottery  joined  the 
Multi-State  Lottery  Association  (MUSL).  MUSL  was  created  in  September  1987  to 
operate  a  multi-state  lottery  game  for  the  benefit  of  party  lotteries.  The  Lotto*America/ 
Powerball  game,  Wild  Card  game  and  Cash  4  Life  game  are  presently  the  only  games 
operated  jointly  by  the  members.  Each  lottery  participating  in  MUSL  is  represented  on 
the  Board  of  Directors. 

Prize  Reserve  Fund  Receivable/Payable  -  As  a  member  of  the  MUSL,  the  Lottery  is 
required  to  contribute  to  various  prize  reserve  funds  maintained  by  MUSL.  The 
contributions  are  to  be  used  to  fund  unanticipated  prize  claims.  All  funds  remitted  and 
the  related  interest  earnings  will  be  returned  to  the  Lottery  upon  leaving  the 
association,  less  any  portion  of  unanticipated  prize  claims,  which  may  have  been  paid 
from  the  fund. 

The  Lottery  contributes  to  the  reserve  fund  through  the  set-aside  for  prizes.  Payments 
made  to  the  reserve  fund  are  considered  a  portion  of  the  prize  expense  associated 
with  the  on-line  game. 

During  1990,  the  MUSL  Board  created  the  unreserved  accounts  to  record  interest 
earned  on  the  various  prize  reserve  funds  when  the  prize  reserve  fund  balance  is  not 
below  the  predetermined  ceiling  amount.  The  amounts  in  the  unreserved  accounts 
may  be  used  at  the  Board's  discretion. 

The  long-term  receivable  balance  of  $2,014,421  and  $1,880,647  at  June  30,  1999  and 
1998,  respectively,  represents  the  Lottery's  share  of  the  MUSL  prize  reserve  fund  that 
had  a  balance  of  $97,269,759  and  $94,131,232  for  1999  and  1998,  respectively.  The 
long-term  liability  balance  of  $1,830,143  and  $1,755,908  at  June  30,  1999  and  1998, 
respectively,  represents  the  Lottery's  share  of  the  total  estimated  prize  liability. 

Lotto*America  Prizes  and  Investments  -  Prizes  awarded  to  Lotto*America  grand  prize 
winners  are  paid  in  twenty  annual  installments  funded  by  investments  in  United  States 
Treasury  zero  coupon  bonds.  Bonds  purchased  on  behalf  of  Montana  source  winners 
are  held  in  trust  by  MUSL  with  the  Montana  State  Lottery  as  beneficiary.  As  the  bonds 
mature,  the  proceeds  are  forwarded  to  the  Montana  State  Lottery  and  distributed  to  the 
grand  prize  winners  on  the  anniversary  date  of  each  win. 

At  June  30,  1999  and  1998,  MUSL  held  United  States  Government  zero  coupon  bonds 
in  trust  for  the  Montana  State  Lottery  winners  with  respective  par  values  of 
$70,789,948  and  $75,997,948  and  respective  market  values  of  $47,272,236  and 
$51,878,911. 
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MONTANA  STATE  LOTTERY 
JUNE  30,  1999  and  1998 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

(Continued) 

NOTE  E  -  MULTI-STATE  LOTTERY  ASSOCIATION  (Continued) 

The  Montana  State  Lottery  has  eight  Lotto*America/Powerball/Tri-West  winners.  The 
combined  total  future  prize  payments  owed  is  $70,789,000  and  $75,997,000  at 
June  30,  1999  and  1998,  respectively.  Total  annual  payments  due  over  each  of  the 
next  five  years  is  $5,208,000  annually  and  $44,749,000  thereafter.  The  present  value 
of  future  prize  payments  approximates  the  current  market  value  of  the  bonds  held  in 
trust  for  the  Montana  State  Lottery  winners. 

Multi-State  Lotten/  Association  Financial  Position  -  Information  related  to  the  Multi-State 
Lottery  Association's  audited  financial  statements  is  as  follows: 


June  30, 

1999 

1998 

Total  assets 

$1,585,325,696 

$1,655,688,518 

Total  liabilities 
Total  net  assets 

Total  liabilities  and  net  assets,  unrestricted 

1,585,096,945 

228,751 

$1,585,325,696 

1,655,424,985 

263,533 

$1,655,688,518 

Total  revenues 
Total  expenses 

Decrease  in  unrestricted  net  assets 

$         2,713,805 

2.748.587 

$             (34.782) 

$         3,123,770 

3,151,567 

$ (2L79Z) 

NOTE  F  -  ESTIMATED  PRIZE  LIABILITY 

The  estimated  prize  liability  represents  the  Lottery's  estimate  of  prizes  payable  related 
to  games  in  process  at  year-end  based  on  the  predetermined  prize  structure  of  each 
outstanding  game. 

NOTE  G  -  OBLIGATION  TO  TRANSFER  FUNDS 

The  Montana  State  Lottery  is  required  to  transfer  its  net  revenue  to  the  Montana  State 
General  Fund.  This  change  was  enacted  through  the  passage  of  SB  83  by  the  1995 
Legislature  and  signed  into  law  by  Governor  Racicot  in  April  1995.  Transfer  obligations 
outstanding  at  June  30,  1999  and  1998  were  $2,842,718  and  $2,259,184,  respectively. 

NOTE  H  -  OTHER  CURRENT  LIABILITIES 

Other  current  liabilities  consist  of  the  following: 

June  30, 

1999 
Property  held  in  trust 
Deferred  on-line  revenue 
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1999 

1998 

$  3,000 

71,671 

$142,425 

$74,671 

$142,425 

MONTANA  STATE  LOTTERY 
JUNE  30,  1999  and  1998 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

(Continued) 


NOTE  I  -  LONG-TERM  LIABILITIES 


Long-term  liabilities  consist  of  the  following: 


June  30, 


Prize  liability  Multi-State  Lottery  Association 

Accrued  compensated  absences 

Note  payable  -  Norwest  Investment,  interest 

rate  5.12%  for  5  years  requiring  quarteriy 

payments  of  $286,394.30. 


Current     Long-Term 

$1,830,143 
177,320 


$905.482     4.119.829 
$905.482  $6J 27,292 


1999 
Total 


$1,830,143 
177,320 


5,025.311 
$7.032.774 


1998 
Total 


$1,755,908 
178,373 


$1,934.281 


Future  scheduled  maturities  of  the  long  term  note  payable  are  as  follows: 


2000 
2001 
2002 
2003 
2004 


Total 


$    905,482 

952,741 

1,002,466 

1,054,786 

1.109.836 

$5.025.311 


NOTE  J  -  LEASES 

The  Lottery  leases  its  office,  administrative  and  warehouse  facilities  under  a  lease 
agreement  expiring  February  2002.  Rent  expense  under  operating  leases  charged  to 
operations  was  $78,000  for  the  years  ended  June  30,  1999  and  1998. 

NOTE  K  -  CONTRIBUTED  CAPITAL 

Contributed  capital  decreased  $1,360  during  1998.  The  decrease  is  related  to  the 
State  of  Montana  changing  its  fixed  asset  capitalization  policy  from  $1,000  to  $5,000. 

NOTE  L  -  EMPLOYEE  BENEFIT  PLANS 

Pension  Plan  -  The  Lottery  participates  in  the  Public  Employees  Retirement  System 
(PERS).  PERS  is  a  statewide  mandatory  cost-sharing  multiple  employer  defined 
benefit  retirement  plan  which  covers  all  employees.  The  plan  is  established  under 
State  law  and  is  administered  by  the  State  of  Montana.  The  plan  provides  retirement, 
disability,  and  death  benefits  to  plan  members  and  beneficiaries. 
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JUNE  30,  1999  and  1998 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

(Continued) 


NOTE  L  -  EMPLOYEE  BENEFIT  PLANS  (Continued) 

The  plan  issues  a  publicly  available  financial  report  that  includes  financial  statements 
and  required  supplementary  information.  The  report  may  be  obtained  from  the 
following  address:  Public  Employees  Retirement  System,  Public  Employees 
Retirement  Division,  P.O.  Box  200131,  1712  Ninth  Avenue,  Helena,  MT    59620-0131, 
(406)444-3154. 

Contribution  rates  for  the  plan  are  required  and  determined  by  State  law.  The 
contribution  for  1998,  expressed  a  percentage  of  covered  payroll,  was  6.8%  for  the 
employer.  Effective  July  1,  1997,  the  contribution  rate  for  1998,  expressed  as  a 
percentage  of  covered  payroll,  increased  from  6.7%  to  6.8%  for  employees. 

The  amounts  contributed  to  the  plan  during  the  years  ended  June  30,  1999,  1998  and 
1997,  were  $127,111,  $129,256  and  $115,558,  respectively,  and  were  equal  to  the 
required  contributions  for  each  year. 

Deferred  Compensation  Plan  -  The  Lottery's  permanent  employees  are  eligible  to 
participate  in  the  State  of  Montana's  deferred  compensation  plan.  The  plan  is 
administered  by  Benefits  Corporation  on  behalf  of  Great  West  Life  Insurance  Company 
through  a  contract  with  the  State  of  Montana.  The  amount  of  compensation  deferred  is 
not  available  to  employees  until  termination,  retirement,  death,  or  unforseen 
emergency.  All  amounts  deferred  under  the  plan  created  under  Internal  Revenue  Code 
Section  457  remain  the  property  of  the  State  of  Montana  until  paid,  subject  only  to 
claims  of  the  State  of  Montana's  general  creditors.  Participants'  rights  under  the  plan 
are  equal  to  those  of  general  creditors  of  the  State  of  Montana  in  an  amount  equal  to 
the  fair  market  value  of  the  deferred  account  for  each  participant. 

NOTE  M  -  RELATED  PARTY  TRANSACTIONS 

During  the  ordinary  course  of  business,  other  State  agencies  provide  certain  services 
and  supplies  to  the  Lottery.  During  1999  and  1998,  total  payments  to  other  State 
agencies  were  approximately  $326,000  and  $313,000,  respectively. 

NOTE  N  -  COMMITMENTS  AND  CONTINGENCIES 

Instant  Tickets  -  The  Lottery  has  an  agreement  with  BABN  Technologies  Corporation  to 
print  instant  game  tickets.  The  agreement  expires  June  30,  2001. 

Maintenance  Contract  -  The  Lottery  has  an  agreement  with  Stratus  Computer,  Inc.  to 
provide  for  computer  hardware  and  software  maintenance.  The  agreement  provides 
for  quarterly  payments  of  $9,587.  The  agreement  may  be  canceled  by  either  party  with 
proper  notification. 
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NOTES  TO  THE  FINANCIAL  STATEMENTS 

(Continued) 


NOTE  N  -  COMMITMENTS  AND  CONTINGENCIES  (Continued) 

On-line  Vendor  -  Lottery  is  contracted  with  Autotote  Lottery  Corporation  to  provide  for 
the  operation  of  an  on-line  gaming  system  through  March  30,  2006.  The  estimated 
total  contract  price  is  approximately  $24  million  over  the  seven  year  contract. 

Advertising  -  The  Lottery  signed  a  contract  with  Banik  &  Associates  to  provide 
advertising  services  for  $8,400  per  month  through  December  1999. 

Independent  Observation  of  Drawings  -  Lottery  is  committed  to  Henry  Fenton,  CPA,  to 
observe  Montana  Cash  and  other  special  drawings.  The  term  of  the  contract  is  for  one 
year  ending  June  30,  2000.  Compensation  will  not  exceed  $8,000. 

Prize  Contingencies  -  Certain  Big  Spin  prizes  awarded  are  payable  to  the  winners  in 
annual  installments  spanning  seventeen  to  twenty  years  with  the  first  payment  being 
made  by  the  Lottery.  The  Lottery  has  entered  into  agreements  with  an  insurance 
carrier  under  which  purchased  annuities  will  provide  the  required  level  of  payments 
corresponding  to  the  Lottery's  obligation  to  these  prize  winners.  Because  it  is  the  intent 
of  the  Lottery  that  the  insurance  carrier  will  make  future  installment  payments  directly  to 
each  prize  winner,  neither  the  present  value  of  the  annuities  nor  the  present  value  of 
the  future  payments  are  reflected  in  the  accompanying  financial  statements.  The 
Lottery  would  be  liable  for  such  future  payments  in  the  gross  amount  of  $1,984,559  and 
$2,234,559  at  June  30,  1999  and  1998,  respectively,  if  the  insurance  carrier  defaulted 
on  their  payments. 

Litigation  -  The  Lottery  is  involved  in  one  legal  action  arising  in  the  normal  course  of 
business.  The  Lottery  intends  to  vigorously  defend  this  action.  In  the  opinion  of 
management  and  legal  counsel,  such  matters  will  not  have  a  material  effect  upon  the 
financial  position  or  results  of  operations  of  the  Lottery. 

NOTE  O  -  EXTRAORDINARY  ITEM 

The  Montana  Lottery  awarded  a  seven-year  contract  to  Autotote  Lottery  Corporation 
(ALC)  for  the  implementation  and  operation  of  an  on-line  lottery  system.  Automated 
Wagering  International  (AWI),  who  also  bid  on  the  contract,  contested  the  award  of  the 
contract  to  ALC.  The  protest  by  AWI  was  settled  by  the  Montana  Lottery,  ALC  and  AWI 
in  a  settlement  agreement  dated  February  1999.  The  agreement  required  a  $500,000 
payment  to  AWI  to  discharge  and  release  all  parties  from  any  further  action  related  to 
the  protest.  The  settlement  dictated  that  ALC  contribute  $150,000  to  the  Montana 
Lottery  to  be  applied  to  the  Montana  Lottery's  required  $500,000  payment  to  AWI. 
$350,000  was  paid  to  AWI  from  Lottery  funds  on  February  26,  1999,  and  $150,000  was 
paid  on  June  25,  1999. 
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MONTANA  STATE  LOTTERY 
JUNE  30,  1999  and  1998 

NOTES  TO  THE  FINANCIAL  STATEMENTS 
(Continued) 


NOTE  P  -  CUMULATIVE  EFFECT  ON  PRIOR  YEARS  OF  ACCOUNTING  CHANGE 

Effective  July  1,  1997,  the  Lottery  was  required  to  change  its  fixed  asset  capitalization 
policy  from  $1,000  to  $5,000  by  the  State  of  Montana.  This  change  in  accounting 
principle  resulted  in  a  charge  to  net  income  of  $65,976  for  the  year  ended  June  30, 
1998. 

NOTE  Q  -  RISK  MANAGEMENT/PUBLIC  ENTITY  RISK  POOL 

The  Montana  State  Lottery  contributes  to  the  Group  Employee  Comprehensive  Medical 
and  Dental  Plan  and  the  Property  and  Casualty  Insurance  plans  of  the  State  of 
Montana.  Details  of  these  plans  can  be  found  in  the  State  of  Montana  Annual 
Comprehensive  Financial  Report. 

NOTE  R  -  RECONCILIATION  TO  THE  MONTANA  COMPREHENSIVE  FINANCIAL  ANNUAL 
REPORT 

In  order  to  create  financial  statements  that  are  more  useful  for  users  of  the  Montana 
State  Lottery's  financial  statements,  the  classification  of  some  items  in  the  Lottery 
financial  statements  differ  from  the  Montana  Comprehensive  Annual  Financial  Report 
(CAFR).  The  following  is  a  reconciliation  of  these  items. 


Lottery  statements: 
Lottery  Operating  Transfer  Out 

CAFR: 
Operating  Transfer  Out 
Amounts  included  in  expense  categories: 
Contracted  services 
Supplies  and  materials 
Communication 
Travel 

Total 


$47.231 


45,000 

808 

26 

455 

942 

$47,231 


NOTE  S  -  RECLASSIFICATIONS 

Certain  accounts  in  the  prior  year  financial  statements  have  been  reclassified  for 
comparative  purposes  to  conform  with  the  presentation  in  the  current  year  financial 
statements. 

NOTE  T  -  ADVERTISING  COSTS 

Advertising  costs  are  expensed  in  the  year  they  are  incurred. 
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REPORT  ON  COMPLIANCE  AND  ON  INTERNAL  CONTROL  OVER 

FINANCIAL  REPORTING  BASED  ON  AN  AUDIT  OF 

FINANCIAL  STATEMENTS  PERFORMED  IN  ACCORDANCE 

WITH  GOVERNMENT  AUDITING  STANDARDS 


August  27,  1999 


To  the  Commissioners 
Montana  State  Lottery 
Helena,  Montana 


We  have  audited  the  financial  statements  of  Montana  State  Lottery  (Lottery),  an  enterprise  fund  of 
the  State  of  Montana,  as  of  and  for  the  year  ended  June  30,  1999,  and  have  issued  our  report 
thereon  dated  August  27,  1999.  We  conducted  our  audit  in  accordance  with  generally  accepted 
auditing  standards  and  the  standards  applicable  to  financial  audits  contained  in  Government 
Auditing  Standards,  issued  by  the  Comptroller  General  of  the  United  States. 

Compliance 

As  part  of  obtaining  reasonable  assurance  about  whether  the  Lottery's  financial  statements  are 
free  of  material  misstatement,  we  performed  tests  of  its  compliance  with  certain  provisions  of 
laws,  regulations,  contracts  and  grants,  noncompliance  with  which  could  have  a  direct  and 
material  effect  on  the  determination  of  financial  statement  amounts.  However,  providing  an 
opinion  on  compliance  with  those  provisions  was  not  an  objective  of  our  audit  and,  accordingly, 
we  do  not  express  such  an  opinion.  The  results  of  our  tests  disclosed  no  instances  of 
noncompliance  that  are  required  to  be  reported  under  Government  Auditing  Standards. 

internal  Control  Over  Financial  Reporting 

In  planning  and  performing  our  audit,  we  considered  the  Lottery's  internal  control  over  financial 
reporting  in  order  to  determine  our  auditing  procedures  for  the  purpose  of  expressing  our  opinion 
on  the  financial  statements  and  not  to  provide  assurance  on  the  internal  control  over  financial 
reporting.  Our  consideration  of  the  internal  control  over  financial  reporting  would  not  necessarily 
disclose  all  matters  in  the  internal  control  over  financial  reporting  that  might  be  material 
weaknesses.  A  material  weakness  is  a  condition  in  which  the  design  or  operation  of  one  or  more 
of  the  internal  control  components  does  not  reduce  to  a  relatively  low  level  the  risk  that 
misstatements  in  amounts  that  would  be  material  in  relation  to  the  financial  statements  being 
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To  the  Commissioners 
Montana  State  Lottery 
August  27,  1999 


audited  may  occur  and  not  be  detected  within  a  timely  period  by  employees  in  the  normal  course 
of  performing  their  assigned  functions.  We  noted  no  matters  involving  the  internal  control  over 
financial  reporting  and  its  operation  that  we  consider  to  be  material  weaknesses.  However,  we 
noted  other  matters  involving  the  internal  control  over  financial  reporting  which  we  have  reported 
to  management  of  the  Montana  State  Lottery  in  a  separate  letter  dated  August  27,  1999. 

This  report  is  intended  for  the  information  of  the  Lottery's  Commissioners,  management  and  the 
Legislative  Audit  Committee.  However,  this  report  is  a  matter  of  public  record  and  its  distribution 
is  not  limited. 
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GALUSHA,  HIGGINS  AND  GALUSHA,  PC 
Certified  Public  Accountants 
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INDEPENDENT  AUDITORS'  REPORT  ON 
SUPPLEMENTAL  INFORMATION 


August  27,  1999 


To  the  Commissioners 
Montana  State  Lottery 
Helena,  Montana 


Tlie  year  2000  supplementary  information  on  pages  21-22  is  not  a  required  part  of  the  basic 
financial  statements  of  The  Montana  State  Lottery,  but  is  supplementary  information  required  by 
the  Governmental  Accounting  Standards  Board.  We  have  applied  certain  limited  procedures, 
which  consisted  principally  of  inquiries  of  management  regarding  the  methods  of  measurement 
and  presentation  of  the  supplementary  information.  However,  we  did  not  provide  assurance  that 
The  Montana  State  Lottery  is,  or  will  become  year  2000  compliant,  that  The  Montana  State 
Lottery's  year  2000  remediation  efforts  will  be  successful  in  whole  or  in  part,  or  that  parties  with 
which  The  Montana  State  Lottery  does  business  are  or  will  become  year  2000  compliant. 


^,^^%0^lA^X^^nL 


GALUSHA,  HIGGINS  AND  GALUSHA,  PC 
Certified  Public  Accountants 
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YEAR  2000  SUPPLEMENTARY  INFORMATION 

MONTANA  STATE  LOTTERY 

JUNE  30,  1999 


YEAR  2000  DISCLOSURE 

General  Description  of  Y2K  Effects 

The  Montana  Lottery  is  currently  addressing  year  2000  issues  relating  to  its  computer  system  and 
other  electronic  equipment.  The  year  2000  issue  refers  to  the  fact  that  many  computer  programs 
use  only  the  last  two  digits  to  refer  to  a  year.  Therefore,  both  1900  and  2000  would  be  referred  to 
as  "00".  Computer  programs  have  to  be  adjusted  to  recognize  the  difference  between  the  two 
years  or  the  program  will  fail  or  create  errors.  Also,  some  programs  may  not  be  able  to  recognize 
that  2000  is  a  leap  year.  Further,  the  year  2000  issue  could  affect  electronic  equipment,  such  as 
fax  machines  and  security  access  control  panels,  containing  computer  chips  that  have  date 
recognition  features. 

The  Montana  Lottery  has  been  working  in  conjunction  with  its  on-line  gaming  system  vendor, 
Autotote  Lottery  Corporation  (ALC)  to  help  address  the  year  2000  issue.  The  Lottery  and  ALC 
have  identified  various  computer  systems,  gaming  terminals,  and  pieces  of  electronic  equipment 
that  are  critical  to  conducting  operations  and  that  need  to  be  year  2000  compliant.  The  Lottery 
and  ALC  are  working  together  to  monitor  year  2000  compliance  efforts  of  a  number  of  third  party 
vendors.  They  will  also  be  developing  contingency  plans  for  mission-critical  (that  is,  critical  to 
conduction  operations)  applications  should  this  become  necessary. 

Resources  Committed 

As  of  year-end,  the  Lottery  has  not  contracted  with  any  outside  vendors  for  assistance  in 
addressing  year  2000  issues.  However,  the  Lottery  will  be  conducting  a  bidding  process  for 
replacement  of  its  security  access  control  system.  The  estimated  cost  of  this  equipment  is 
$15,000  and  the  Lottery  anticipates  installation  by  November  30,  1999.  There  is  a  manual 
process  in  place  for  gaining  access  to  the  building  and  key  rooms  if  necessary  on  key  year  2000 
dates. 

Stages  of  Work 

The  Lottery  has  identified  several  components  as  mission-critical  and  is  subjecting  those  systems 
and  equipment  to  the  following  stages  of  work  to  address  year  2000  issues: 

Awareness  stage  -  Establishing  a  budget  and  project  plan  for  dealing  with  the  year 
2000  issue. 

Assessment  stage  -  Identifying  the  systems  and  components  for  which  year  2000 
compliance  work  is  needed. 

Remediation  stage  -  Making  changes  to  system  and  equipment 

Validation/testing  stage  -  Validating  and  testing  the  changes  that  were  made  during  the 
remediation  stage. 
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YEAR  2000  SUPPLEMENTARY  INFORMATION 

MONTANA  STATE  LOTTERY 

JUNE  30,  1999 

(Continued) 


The  Lottery's  year  2000  remediation  work  for  its  mission-critical  systems  and  electronic  equipment 
are  in  the  following  stages  of  work.  C  means  complete,  P  means  in  process,  A  means  still  needs 
to  be  addressed. 


Awareness 

Assessment 

Remediation 

Validation/ 
Testing 

AEGIS  On-line  Gaming 
System 

C 

C 

C 

C 

AEGIS  Games 

Management 

System 

C 

C 

c 

P 

Local  Area  Network 

c 

C 

c 

A 

Security  Access  System 

c 

C 

p 

A 

Because  of  the  unprecedented  nature  of  the  Y2K  issue,  its  effects  and  the  success  of  related 
remediation  efforts  will  not  be  fully  determinable  until  the  year  2000  and  thereafter.  Management 
cannot  assure  that  the  Montana  Lottery  is  or  will  be  year  2000  ready,  that  the  Lottery's 
remediation  efforts  will  be  successful  in  whole  or  in  part,  or  that  parties  with  whom  the  Lottery 
does  business  will  be  year  2000  ready. 
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